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The European Commission issues bonds on behalf of the European Union (EU) to fund the

SURE  programme. The bonds issued under SURE benefit from a social bond label. Member

States can request a loan from these funds to mitigate rising public expenditure and to

support their labour market amid the pandemic. The SURE1 programme which has a capacity

of up to €100 bn is expected to endorse €90.3 bn in loans to 18 EU member states with an

average maturity of 15 years. In 20202 €39.5 bn of EU bonds were issued, under SURE, with

a further €36 bn already issued in 2021. We expect the €750 bn NextGenerationEU

programme to be operational later this year. In this blog, we will explore the details

of the latest EU bond issuances and the overwhelming investor appetite for these deals

in the primary market.

 

Pricing of the EU’s bond deals in March

 

As an issuer, the European Union is rated AAA/Aaa/AA by S&P, Moody’s and Fitch,

respectively. The rating agencies indicate, a positive outlook from S&P and a stable

outlook from the other rating agencies.

 

EU bond issuance on 9 March 2021: The fifth issuance of EU bonds under SURE raised a

total of €9 billion. This issuance consisted of a single tranche with maturity in June

2036.

 

The 15-year bond which had a coupon of 0.2% was priced at 4 basis points (bps) below

mid-swaps3 which is equivalent to 33.4bps over the conventional 0.00% German Bund due May

2035. The final new issue premium has been estimated at 2bps and is pricing at a lower

premium compared to the range seen in recent primary market transactions4.

EU bond issuance on 23 March 2021: The sixth transaction under SURE was a €13 billion

dual tranche social bond, split over two maturities. €8bn due in March 2026 and €5bn due

in May 2046. The 5-year bond which had a 0% coupon was priced at 14 bps below mid-swaps,

which is equivalent to 20 bps over the 0.5% German Bund which matures on 15February

2026. The 25-year bond, which had a coupon of 0.45%, was priced at 1bp above mid-swaps,

which is equivalent to 34.4bps over the 2.5% German Bund, maturing on 15 August 2046.

The final new issue premiums have been estimated at around 1.5bps on both tranches. With

more than 600 orders in the final order book, reflecting nearly a 34% jump from the deal

priced earlier in March.  This is a strong sign that low yields are not deterring

investor demand. It also appears that the EU has now established itself as one of the
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most liquid among supranational and agency issuers5.

 

Source

1 SURE refers to the EU’s Support to mitigate Unemployment Risks in an Emergency

programme

2 European commission investor presentation on European Union dated 20 March 2021.

3 Mid-swap is typically the price calculated as the midpoint between the bid and offer

prices on currency or interest rate transactions.

4 European Commission technical press release dated 10 March 2021 for European Union

bonds under the SURE issuance.

5 European Commission technical press release dated 23 March 2021 for European Union

bonds under the SURE issuance

 

Related blogs

+ An oversubscribed EU bond deal but a failed vaccination programme

+ The market is hungry for more

+ Could EU bonds provide the juice to boost?

 

Related products

+ WisdomTree European Union Bond UCITS ETF - EUR Acc (EUBO)

View the online version of this article here.
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Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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